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QUESTION 1 
[14 MARKS – 25 MINUTES] 
 
Appearing below is a list of different types of auditor, other individuals and financial 
terms associated with the financial world. Also listed is a broad description of the 
some of the activities carried out by the individuals to the entity. 
 
(i) Individuals 
1.1 Forensic auditor 
1.2 A registered auditor 
1.3 Internal auditor 
1.4 Independent accounting professional 
1.5 A financial director 
1.6 Government auditor 
1.7 Special purpose auditor 
1.8 Management accountant 
1.9 Audit committee 
1.10 Auditee 
 
(ii) Activities 
a. Takes the responsibility at board level for the adoption and implementation 
of the accounting policies adopted by a company. 
b. Investigates and gathers evidence where there has been alleged financial 
mismanagement or fraud. 
c. Analysis of cost and variance reports for decision making purposes in the 
management meetings. 
d. Express an independent opinion on whether the financial statements of the 
company are fairly presented. 
e. Express an independent opinion on whether the financial information 
presented by the Gauteng provincial health department to the government is 
fairly presented in terms of the government’s reporting guidelines. 
f. Performs on behalf of the board an independent evaluation of whether a 
company is appropriately addressing the risks faced by the company. 
g. Conducts procedures to determine whether a mining company is complying 
with environmental regulations. 
h. Independently compiles the annual financial statements of a private 
company. 
i. Is the entity which is subject to audit. In the case of external audit it may be 
the client company, and in the case of internal audit, it may be a branch, 
division or department within the company itself. 
j. A grouping of directors independent of the company’s day to day functions, 
constituted to act, inter alia, as an independent link between the board of 
directors and the external auditors, oversee internal audit and the integrity of 
the company’s financial reporting. 
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QUESTION 1 (continued) 
[14 MARKS – 25 MINUTES] 
 
REQUIRED: 
 
1.1 Match each activity to the individual most likely to carry out the activity. (10) 
1.2 Identify which of the individuals listed above will be employees of the 
entity for which they are carrying out the activity. (4) 
 
 
QUESTION 2 
[16 MARKS – 29 MINUTES] 
 
It is obvious that professional accountants and auditors have the knowledge and skills 
to perform their function and that they should be totally honest. However there are 
fundamental principles of ethical behaviour which all professional accountants and 
auditors should comply with. The professional accountant and auditor should: 
(i) Act with integrity 
(ii) Act objectively 
(iii) Act with professional competence and due care 
(iv) Embrace professional behaviour  
(v) Preserve the confidentiality of information.  
 
The following activities taken by professional accountants and auditors are examples 
of non-compliance with one or more of the principles above: 
a) Julius Zuma a professional accountant arranged with some of his clients to 
pay the fees which he charged for his services in cash. Any client agreeing 
to do so was not charged VAT and was given a substantial discount.  
b) Charlie Summers, the registered auditor in charge of the audit of Arrow 
(Pty) Ltd, failed to identify the misapplication of an important accounting 
policy by the client. The misapplication resulted in a material 
overstatement of the company’s profit.   
c) Upon realising that the budget for the audit of CJ’s Construction Ltd 
would be exceeded, the audit partner in charge of the audit decided not to 
spend the necessary time on reviewing the working papers of the audit 
team before concluding and giving an audit opinion on the financial 
statements of the company. This was because he felt he had a competent 
audit team.  
REQUIRED: 
 
2.1 Explain the fundamental principles of ethical behaviour listed in (i) to 
(v) above. (10) 
2.2 Identify with a brief explanation which of the fundamental principles 
have not been complied with in each of the situations in (a) to (c) above. (6) 
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QUESTION 3 
[16 MARKS – 29 MINUTES] 
 
You are a partner in the large audit firm Mokoena & Sons. One of the quality control 
procedures which the firm has implemented is the review of the independence of 
partners and professional staff. One of your functions is to review situations that may 
give rise to threats that may have an impact on the audit firm. 
 
(i) One of your fellow partners Mary Nhlapo is shortly to marry the financial 
director of one of your major audit clients.  
(ii) Your firm has been offered the appointment as auditor of Sparrow Ltd a 
company listed on the JSE. Three years ago Sparrow Ltd made an offer of 
shares to the public and as the company appeared to be a good investment all 
the partners of your firm purchased a minor holding they all still hold.  
(iii) A number of your staff who work on the audit of Tricom Ltd want to form an 
indoor cricket team with members of Tricom Ltd’s accounting staff. The team 
wishes to call itself BBB Tricom. This name will appear on their playing kit 
which they will wear in the local action cricket league.  
 
REQUIRED: 
 
3.1 Identify and explain the five categories of threat suggested by IFAC’s Code 
of Professional Conduct. (10) 
3.2 For each of the situations above (i to iii), name the threats that may have an 
impact on the audit firm. Indicate which safeguards will be most appropriate 
for each situation. (6)    
 
    
 
QUESTION 4   
[19 MARKS – 33 MINUTES] 
 
The objective of the auditor is to plan the audit so that it will be performed in an 
effective manner. This planning is in fact interlinked with all the other stages of the 
audit process. 
 
REQUIRED: 
 
4.1 What stage of the audit process comes before planning? (1) 
4.2 What are the main activities that need to take place during the planning stage of 
the audit process? (5) 
4.3 What stages of the audit process come after the planning stage? (2) 
4.4 What is an audit programme and when will it be compiled? (2) 
4.5 During which stage of the audit process does the actual audit of the clients 
financial information takes place by the external audit personnel?  (1) 
4.6 What information should be included into the engagement letter that stipulates 
the agreement between the client and auditor regarding the terms of 
engagement? (8) 
    
AUDITING AND INTERNAL CONTROL (AIC22A2) (AIC2AA2)    Exam    JUNE 2016 -5- 
 
QUESTION 5 
[19 MARKS – 33 MINUTES] 
 
It is a requirement that the auditor obtain sufficient and appropriate evidence. In 
obtaining evidence the auditor must consider evidence from three sources. These 
sources are described as: 
(i) Evidence obtained directly by the auditor 
(ii) Evidence obtained from third parties (sources outside the entity) 
(iii) Evidence obtained from the client. 
 
REQUIRED: 
 
5.1 Explain briefly the auditor’s objective in obtaining sufficient and appropriate 
evidence. (2) 
5.2 Explain the meaning of the term “sufficient” in the context of the audit 
function. (1) 
5.3 Explain the meaning of the term “appropriate” in the context of the audit 
function. (3) 
5.4 List the methods (types of procedures) the auditor may use in obtaining 
evidence. (7) 
5.5 Discuss the sources of evidence as indicated in (i) to (iii) above in terms of 
their reliability from the auditor’s perspective. (6) 
    
 
 
QUESTION 6 
[11 MARKS – 20 MINUTES] 
    
Section 90 of the Companies Act deals with the appointment of Auditors. This 
section gives guidance to companies, shareholders and audit committees regarding 
the matters that need to be carefully considered when appointing external auditors. 
 
REQUIRED: 
 
6.1 List six persons who are not allowed to be appointed as the auditor of a 
company. (6) 
6.2 List three actions that the company’s audit committee needs to take in order to 
satisfy itself about the external auditor’s independence.  (3)  
6.3 The company’s auditor is normally appointed in an Annual General Meeting 
(AGM). Briefly describe what an AGM is and what else normally happens in 
an AGM.  (2) 
    
 
 
QUESTION 7 
[5 MARKS – 11 MINUTES] 
 
Directors are very senior employees of the company and they perform very important 
duties for the company and its shareholders. It is thus very important that directors 
adhere to high standards of conduct at all times. This will ensure that the interests of 
the company, its shareholders and many other stakeholders are protected. 
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QUESTION 7 (continued) 
[5 MARKS – 11 MINUTES] 
 
 
REQUIRED: 
 
List any five items that a director is expected to do in order to be described as a 
director that adheres to high standards of conduct (Section 76 of the Companies Act). 
   (5) 
    
 
 
 
 
